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MINIMIZE YOUR TAX BURDEN_______________

One way to minimize your tax liability is to prepare
your tax return carefully. This brochure is designed to
help organize the information you will need, alert you to
available deductions, and suggest options to consider. If
you have specific questions, consult a certified public
accountant (CPA) for timely, professional tax advice.
COMPILE YOUR RECORDS___________________

TIPS FOR
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GUIDE
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INDIVIDUALS

Whether you plan to prepare your own return or have
someone else do it, the first and most important step is
organizing and reviewing your financial records for the
year. Looking over previously filed returns will remind
you of the types of income and deductions you had in
the past. Other records you will need pertain to the
following:

INCOME RECORDS
• Wages and business income. By the end of January,
you should receive Form W-2, which lists taxable
wages and fringe benefits and the amount of taxes
withheld, from any employer for whom you worked
during 1994. If you are self-employed, you should
receive Form 1099-MISC. by the end of January from
every company that paid you $600 or more during
1994 for nonemployee services.

• Interest and dividend income. If you had any interest or
dividend income in 1994, each payer should provide
you with Form 1099-INT or -DIV by January 31,
1995. Even though 1099s are not required for tax-free
interest, you still need that information to complete
your return. For example, you need it to determine if
your Social Security benefits are partially taxable.

• Sale of stocks and bonds. If you sold securities in 1994,
be sure you have a copy of each transaction slip and
Form 1099-B, which brokers use to report sales
transactions. Remember, you will need to determine
the cost basis of each security sold.
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• Sale of real estate. If you sold your residence in 1994,
gather records pertaining to the original purchase, any
capital improvements, and the sale. You will need
proof of expenses incurred to fix up the house within
90 days prior to the date you concluded the agreement
with the buyer, including checks to show payment
within 30 days after the sale. In addition, you will need

Form 1099-S. If you bought a new residence, you will
need records from that closing as well.

• Other income. Taxable income also includes alimony;
some scholarships, grants, and fellowships; honoraria;
royalties; jury duty pay; prizes, winnings, and awards;
rental income; some trust income; unemployment
benefits; some state and local tax refunds; partnership
and S corporation income/losses; and some Social
Security and pension benefits, such as IRA and Keogh
distributions. Be sure you have accurate documentation.
DEDUCTION RECORDS
• Pay stubs. Your paycheck stubs should record
automatic payroll deductions for medical insurance
and might also include other deductible expenses.

• Checkbooks and credit card records. Examine your
checkbook and credit-card statements for payments
that might be tax deductible and set aside relevant
canceled checks and receipts.
• Mortgage interest statements. Generally, interest
payments of $600 or more on any one mortgage must
be reported by the recipient to you on Form 1098.

Once you have gathered these records, read through
the following pre-filing tips.
CHOOSING THE RIGHT FILING STATUS

Your tax rate depends on your filing status. There are
five categories: single; married, filing jointly; married,
filing separately; head of household; and qualifying
widow(er) with dependent child. If you and your spouse
each earn taxable income, it might be best to calculate
your taxes on both a separate and a joint basis to
determine which provides the lowest overall liability.
If you are divorced, or have never married, and
maintain as your home a household that is the primary
residence of your child or dependent relative for more
than half the year, you may be able to file as a head of
household — which is generally more advantageous
than single-filer status. You might qualify even if you
maintain a separate household for your dependent
parents.
If you were married, divorced, or widowed; had
or adopted a child; or assumed care for a relative in
1994, be sure to make the appropriate change in both
filing status and the number of exemptions you claim.

Each exemption is worth $2,450 in 1994. They are
phased out, however, after AGI reaches certain levels.
For every $2,500 or fraction thereof ($1,250 or fraction
thereof for married couples filing separately) by which
your AGI exceeds these limits, you must reduce your
exemptions by 2 percent.
MAXIMIZE ADJUSTMENTSAND DEDUCTIONS

One of the best ways to trim taxes is to claim every
adjustment and deduction to which you are entitled.
Adjustments are deducted from total income, whether
or not you itemize personal deductions, to obtain AGI.
Personal deductions are subtracted from AGI to arrive
at taxable income. Each deduction you claim becomes
more valuable as your tax rate becomes higher.

ALLOWABLE ADJUSTMENTS
• IRA contributions. If you, and your spouse if you are
married, are not covered by an employer-sponsored
pension plan, you can each take a full deduction for an
IRA contribution of up to $2,000 ($2,250 total if you
file a joint return and only one spouse had earned
income). If you are covered by a pension plan, you
might still qualify for a full or partial deduction,
depending on your AGE Consult a CPA about the
restrictions that apply. In any case, you have until
April 15,1995, to make your 1994 IRA contribution.

•Keogh contributions If you have any net self
employment income, you are entitled to contribute and
deduct up to 25 percent of it — or $30,000, whichever
is less — to a Keogh plan. The contribution is
deductible only if you established the plan before
December 31, 1994. If you missed that deadline,
consider setting up a Simplified Employee Pension plan
(SEP) — a special type of IRA. You have until your
filing date, including extensions, to make a
contribution.

•Other adjustments. Other adjustments include alimony
payments; penalties paid on early withdrawals from
savings; jury duty pay turned over to your employer;
and, for the self-employed, 50 percent of the self
employment tax.
ITEMIZING V. THE STANDARD DEDUCTION
Generally, you should itemize if the total will exceed
the standard deduction for which you qualify:

$3,800
$6,350
$5,600
$3,175

—
—
—
—

single
married, filing jointly/qualified widow(er)
head of household
married, filing separately

High-income taxpayers are required to reduce their
itemized deductions by 3 percent of AGI in excess of
$111,800 ($55,900 if married, filing separately). This
reduction does not affect deductions for medical
expenses, investment interest, and casualty, theft, or
gambling losses, and is capped at 80 percent of
allowable deductions.

ALLOWABLE DEDUCTIONS
• Medical expenses. Medical expenses that exceed 7.5
percent of AGI are deductible. Eligible expenses (net of
insurance reimbursement) range from professional
medical and dental services, to transportation to and
from medical facilities.
Home improvements made to accommodate a
handicapped family member are generally fully
deductible. Other home improvements made for medical
reasons qualify only to the extent that the cost exceeds
any resulting increase in the value of your home.
• Homeowner expenses. Mortgage interest on first and
second homes and real estate taxes are deductible.
Interest on home equity loans — up to $100,000
($50,000 for married taxpayers filing separately) —
remains tax deductible in 1994, as do points paid to
acquire a primary residence. In fact, the IRS has
announced that it will allow home buyers to deduct
points on a mortgage even if the seller paid the points.
This ruling is retroactive to the beginning of 1991, so if
you qualify, be sure to file an amended return. Points
on a mortgage refinancing must be deducted ratably
over the loan term.
If you are 55 or older and sold your primary
residence during 1994, you may be eligible to exclude
from taxable income up to $125,000 of any profit you
realized on the sale. Consult your tax adviser about
restrictions that apply.

• Miscellaneous expenses. To be deductible,
miscellaneous expenses — generally investment- and
tax-related or unreimbursed employee business
expenses — must exceed 2 percent of AGI. Among the
expenses that qualify are union and professional dues,
job-hunting costs, and tax-preparation expenses.

Generally, you can also deduct your allowable,
unreimbursed travel and lodging expenses. For 1994,
the mileage allowance for use of your car in businessrelated travel is 29 cents per mile. The deductible
amount for business-related meals and entertainment
has been reduced from 80 to 50 percent.
Note that membership fees and dues paid to any
club organized principally to provide entertainment or
entertainment facilities are no longer deductible. This
category generally excludes professional associations,
trade associations and civic or public service
organizations, such as Kiwanis and Rotary.
• Moving expenses. Deductions for job-related moving
expenses have been limited in 1994 but can still be
valuable. Only the costs of transporting you, your
family, and your possessions to your new home
qualify, and only if the new job is at least 50 miles
farther from your former home than the old job was.
The requirement was previously 35 miles. You can no
longer deduct the costs of house-hunting, temporary
living, or meals while en route to your new home.

• Charitable contributions As long as you itemize,
contributions to IRS-qualified organizations generally
are fully deductible provided total contributions do not
surpass 50 percent of your AGI.
If you donate appreciated capital-gains property
to a charity, you receive a double tax break. As long as
you have held the property for more than one year, you
can deduct its fair-market value without having to pay
tax on appreciation. Be aware that as of 1994, the IRS
requires a contemporaneous written receipt for any
donation of $250 or more. A canceled check is no
longer adequate proof.
Although the value of any time you devote to
charity is not deductible, many expenses associated
with volunteer work (such as uniforms and
transportation) are deductible.
• Casualty and theft losses. Losses from a catastrophe,
such as a fire or storm, and from theft are deductible to the
extent that any unreimbursed portion exceeds 10 percent
of AGI. Each loss is also subject to a $100 deductible.

• Dependent care credit. If you hire someone to care for
certain dependents while you work, you might be
entitled to a tax credit for the expenses. The credit is
20-30 percent, depending on your income, of up to
$2,400 in expenses for one dependent and up to
$4,800 for two or more. If your AGI exceeds $28,000,
the maximum credit is $480 for one dependent and
$960 for two or more.
• Earned income credit (EIC). In 1994, the EIC was
increased to lower taxes for low-income workers who
support children. The maximum credit available to a
taxpayer caring for one child is now $2,038 and
$2,527 for two or more children. For the first time, a
maximum credit of $306 is available to some lowincome workers without children.
OTHER CONSIDERATIONS

If you have an abundance of credits and deductions
this year, you might be subject to the alternative
minimum tax (AMT), a system designed to ensure that
everyone pays a minimum amount of tax. If there’s a
chance you qualify for AMT, consult a CPA.

If you had Social Security taxes withheld by more than
one employer in 1994, you might have overpaid. The
maximum amount of FICA tax owed in 1994 was
$3,757.20. If you paid more than that, enter the excess
amount on the appropriate line of your Form 1040.
If you cannot pay the tax due, file your return on time
and submit Form 9465 to request an installment
payment agreement.
If you cannot meet the filing deadline, file Form 4868 to
obtain an automatic extension to August 15. You still
must pay all taxes owed for 1994 by April 15,1995, or be
subject to interest and late-payment penalties.

To avoid paying more taxes than necessary, consult a
CPA for professional advice. CPAs are aware of the
latest tax developments and can help you plan
strategies for trimming your tax liability.

DON’T FORGET TAX CREDITS____

Tax credits are even more valuable than deductions
because they directly reduce taxes, while deductions
only reduce taxable income.

The information in this brochure is for general purposes and is not intended as

specific advice for any individual.

